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It takes people... 


World Headquarters 


Annual Meeting 


in hundreds of different jobs to do Grace's 
work around the world, W. R. Grace & Co.— 
a multi-market industrial concern with interests 
in chemicals, related natural resources, and 
consumer products & services—has 300 
manufacturing plants, 600 sales offices, and 
200 retail outlets in 41 countries, staffed 

by some 75,000 men and women. This annual 
report is dedicated to them. 


Grace Plaza 
1114 Avenue of the Americas 
New York, New York 10036 


The annual meeting of shareholders 
of W.R. Grace & Co. 

will be held at 10:30 a.m. 

Eastern Daylight Saving Time 

on Friday, May 9, 1975, 

at The New York Hilton Hotel, 
Avenue of the Americas, 

53rd to 54th Streets, 

New York, New York 10019. 
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Percent 
Increase 


22% 


1974 
$ 3,472,291 


1973 
$ 2,834,660 


Income Before Extraordinary Items 


130,558 88,206 48% 


Per Common and Common Equivalent Share 


4.12 2.90 42% 


Extraordinary Items 


= (2,902) N.A. 


Per Common and Common Equivalent Share 


_ (.09) N.A. 


Net Income 


Per Common and Common Equivalent Share 


130,558 85,304 
4.12 281 


53% 
47% 


Per Common Share Assuming Full Dilution 


3.74 2.53 48% 


Working Capital Provided by Operations 


232,282 176,496 32% 


Cash Dividends Paid per Common Share 


1,525 1.50 


Average Number of Common and Common Equivalent Shares 


32,003,000 30,126,000 


At Year End: 


CS 


Total Assets 


$ 2,476,239 $ 2,021,771 


Net Properties and Equipment 


870,508 709,017 


Working Capital 


600,428 489,058 


Shareholders’ Equity—Common Stock 


Per Common Share 


851,394 
28.15 


766,061 
25.55 


Common Shares Outstanding 


30,242,735 29,979,254 


Number of Common Shareholders 


54,273 51,989 


Number of Employees 


74,800 73,400 


To the Shareholders: 


As predicted in last year's letter to share- 
holders, Grace contended successfully 
during 1974 with prevailing worldwide 
economic difficulties. Despite energy- 
related problems, inflation and, in 
particular, raw material shortages that 
were expected to havea profound adverse 
effect on the chemical industry, Grace 
had higher earnings for 1974 than for any 
previous year in its history. 


Grace's record of earnings increases over 
comparable prior-year periods was also 
extended to twelve consecutive quarters. 
All four quarters in 1974 registered 
earnings gains over 1973. Earnings per 
common and common equivalent share in 
the fourth quarter were 83 cents com- 
pared with 78 cents in the final 1973 
period. The rate of gain was lower than 
those of the preceding quarters, partly 
because of the effect of a decision 
reached in the fourth quarter to divest 
certain packaged food operations in 

the U.S. during 1975. The resultant pro- 
vision against earnings amounted to $7.7 
million after taxes, or 24 cents per share. 


For the full year, consolidated net income 
was $130.6 million, up 53 percent over 
the $85.3 million earned in 1973. 
Earnings per common and common 
equivalent share were $4.12 versus $2.81 
per share for the previous year, an 
increase of 47 percent. Sales and 
operating revenues showed a gain of 22 
percent to $3.5 billion. 


Earnings were also affected by a deduc- 
tion of $14 million or 44 cents per share 
due to the adoption of the last-in, first-out 
(LIFO) method for the valuation of inven- 
tories. This accounting change affected 
substantially all of Grace's domestic 
chemical operations, including those of | 
its 90 percent-owned subsidiary, Chemed 
Corporation. The LIFO method closely 
aligns, more so than previous methods, 
the cost of goods sold—or current prices 


Felix E. Larkin, Chairman (left), J. Peter Grace, President and Chief Executive Officer 


paid for inventory replacement—to selling 
prices. The result is a more conservative 
statement of profits in a period of ongoing 
inflation. 


Accompanying the substantial increase in 
earnings was a commensurate improve- 
ment in the rate of return on shareholder 
equity, which rose more than five per- 
centage points from 11.7 percent in 1973 
to 16.8 percent in 1974. Return on total 
invested capital, including long-term debt, 
advanced from 8.5 percent to 11.6 per- 
cent. These rates of return exceeded goals 
established by the Company for the year. 


The major factors behind this record 1974 
performance were gains in operating 
income after taxes produced by chemical 
operations, especially agricultural 
chemicals, and by natural resources 
activities. Together, these accounted for 
92 percent of Grace's total operating 
income, with consumer products and 
services contributing the balance. 


Chemicals 


Grace's position in industrial and specialty 
chemicals and in packaging was a source 
of strength in 1974. Most product lines 
showed improvement, including sealing 
compounds, catalysts, waste and water 
treatment processes, plasticizers and poly- 
esters, and flexible packaging films and 
equipment. The only important chemical 
area that experienced a decline in profits 
was construction materials, the result of 
poor industry conditions prevalent 
throughout the year. Results of all other 
lines were higher, with international 
chemical operations performing excep- 
tionally well, far in excess of original 
estimates. 


Agricultural chemical profits increased 
substantially in 1974 as the fertilizer 
industry continued its third consecutive 
year of recovery from the depressed 
levels of 1969-1971. Demand by farmers 
for nitrogen- and phosphate-based and 


mixed fertilizers was strong, and the 
industry was hard pressed to make these 
products available in sufficient quantities. 
In fact, several million additional tons of 
plant nutrient could have been sold had 
more production capacity been available. 


Bumper crops in the United States in 1974 
were expected because of favorable 
spring weather, increased acreage under 
cultivation, and higher fertilization rates. 
These hopes were not realized, however, 
as a severe drought affected crops late in 
the growing season and into the fall 
harvest. In consequence, American far- 
mers will be making a major effort during 
the 1975 season to increase production in 
order to bring food and feed grain 
inventories up to normal levels. This 
activity will undoubtedly mean higher 
fertilizer sales. Considering the increas- 
ing demand for fertilizer and the time 
required to bring new plant capacity into 
production, it is estimated that the 
fertilizer industry will not reach a 


supply/demand balance for several years. 


Grace is expanding production not 

only to meet domestic needs but also to 
satisfy the strong export demand for 
fertilizer materials. Projects currently 
underway are a 350,000 ton per year 
urea plant in Memphis, Tennessee, to be 
completed this year; a 400,000 ton per 
year anhydrous ammonia plant in 
Woodward, Oklahoma, expected to be 
in production during 1977; and an 
ammonia facility of similar size, a joint 
venture with the government of Trinidad, 
also planned for operation in two years. 
In phosphates, Grace is constructing a 
380,000 ton per year phosphoric acid 
plant, planning to open a new phosphate 
rock mine in Florida that will double its 
current 2.5 million ton per year capacity, 
and installing ammoniated phosphate 
production facilities totaling 305,000 tons 
per year at six existing plants. This addi- 
tional production will help maintain profits 
by offsetting the effect of a decline in 
fertilizer prices that may occur toward the 
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Corporate management and operating group executives meet regularly at Grace headquarters 
in New York to shape strategy and review progress of current programs. 


end of the decade when supply and 
demand factors come into balance. 


Natural Resources 


Another area of significant expansion for 
Grace is natural resources. Over the 
past two years, more than $200 million in 
cash and stock has been spent or 
committed for the purchase of companies 
engaged in oil and gas exploration, 
development and production; of oil and 
gas reserves; and of low-sulfur coal 
mining operations. Energy-related fields 
of activity offer Grace a way of expand- 
ing in a profitable line of business and 

of achieving a balanced position in power 
and feedstock requirements. Among the 
new units that entered the Natural 
Resources Group recently were Amini 
Oil Company and Homco International, 
Houston, Texas, and Redrock Inc., 
Cushing, Oklahoma. Grace has also 
announced the planned acquisitions of 
The Polumbus Corporation, Denver, 
Colorado; Transcontinental Oil Corpora- 
tion and Diamond Coal Co., Inc., 
Shreveport, Louisiana; and Norris Oil 
Company, Ventura, California. 


Grace regards its involvement in the 
development of energy resources as a 
logical extension of its chemical activities. 
The petroleum and coal industries are 
closely related to the chemical industry as 
the sources of feedstocks for petro- 
chemical manufacturing. For this reason, 
it is not uncommon for oil companies to 
extend their interests into chemical pro- 
duction, or for chemical firms to integrate 
backward toward their raw material 
sources. 


Grace's expansions in agricultural 
chemicals and natural resources require 
considerable amounts of new capital. 
Accordingly, the Company is arranging 
special financing for a large part of 
these expenditures. The arrangements, 
known as production payments, include 
$50 million, received in 1974, to be re- 


paid from future revenues obtained from 
the sale of oil and gas, and $60 million 
relating to future production of phosphate 
rock. Two groups of commercial banks 
are providing these funds to Grace. These 
production payments—plus $102 million 
in promissory notes placed with insurance 
company lenders, of which $82 million 
was being utilized at year-end—are 
enabling Grace to carry out its expansion 
plans. 


Consumer Products 


Profits from consumer businesses were 
$7.3 million lower than in 1973 due to 
adverse economic conditions on the one 
hand and difficulties experienced by 
specific businesses on the other. Grace is 
taking measures to contend with these 
problems, including the divestment of 
selected operations. In 1974, four 
packaged foods businesses in the United 
States were sold. 


Several other consumer-oriented busi- 
nesses, however, had satisfactory growth 
last year, including Baker & Taylor's 
book distribution and education services, 
Herman's sporting goods retailing chain, 
and Far West Services restaurants. These 
operations have excellent prospects for 
continued development and will continue 
as principal elements of Grace's par- 
ticipation in the consumer sector of the 
domestic economy. 


In Europe, the results from certain 
packaged foods operations were better, 
especially pasta in Italy and dairy 
products in Spain. In addition, Jacques 
Borel International, Europe's leading 
food service concern and 65 percent 
owned by Grace, continued the rapid 
development of its activities. 


In retrospect, the strength of Grace's 
major businesses, together with an 
aggressive program of capital expendi- 
tures to increase plant capacity, led to 


the realization of 1974 goals. As for the 
future, we are making further invest- 

ments in the fields of chemistry and natural 
resources to sustain predictable growth. 
Chemicals and natural resources, man- 
agement believes, have the resiliency to 
bring Grace successfully through the 
current recession, the worst this country 
has experienced since the 1930s. We 

are convinced that Grace will continue to 
prosper despite this adverse economic 
environment. 


In recognition of the year's higher 
earnings, the Board of Directors increased 
the quarterly common stock dividend to 
40 cents per share, commencing in the final 
quarter of 1974. Also, we are pleased to 
announce the addition of three new 
directors to the Board in January 1975: 
Henry G. Parks, Jr., Chairman of H. G. 
Parks, Inc.; Forrest N. Shumway, President 
of The Signal Companies; and Kathryn D. 
Wriston, an attorney in private practice. 
These directors offer a depth of talent 

and knowledge on which we will rely 
throughout the years. 


A final word about 1975. The year ahead 
will obviously be more difficult than 

was 1974 because of the deepening and 
persistent recession. However, just as 

our business mix led to better results last 
year, we expect to achieve earnings 
growth for Grace in 1975 in spite of 
present business conditions. We are 
confident that this prediction will prove to 
be as valid as it was a year ago. 


Respectfully submitted, 


i ee President 
Jee VheA— Chairman 


March 6, 1975 


A Statement of Purpose 


W. R. Grace & Co. is primarily a chemical 
company with growing interests in 

related natural resources and in consumer 
products & services. As a result of 
twenty-five years of deliberate con- 
centration in what we regard as our 
principal area of competence, 86 percent 
of today's earnings come from chemical 
products and processes. 


Such concentration of effort, together with 
favorable timing, has resulted in the 
corporation's sales growing at a com- 
pound annual rate of 16.0 percent and 
net income at a compound rate of 57.7 
percent over the past five years—proof, 
we believe, that a strong combination of 
proprietary technology, of access to 
essential raw materials and of skillful 
people has been brought together in 
today’s Grace. This combination serves 
basic human needs all over the world, 
and these needs—food, energy, clothing, 
health services, transportation, educa- 
tion—are unchanging. Products to meet 
them, however, must be adapted to 

the specific society for which they are 
intended, they must be constantly im- 


proved, and new ones created as the 
modern, multi-market corporation brings 
into the daily lives of millions what only 
decades ago were the luxuries of a few. 


Specialization 


Grace has succeeded in serving these 
basic human needs largely through spe- 
cialization—choosing product areas not 
dominated by others. In other words, 
Grace seeks unique positions combin- 

ing proprietary technology, intimate 
knowledge of the industrial customer's 
operations and policies, and the require- 
ment for a high level of specialized 
service. What this means is exemplified at 
one end of the product mix by specialty 
chemicals such as catalysts for petroleum 
refining or cement additives and, at the 
other, by specialty retailing of sporting 
goods or food services. In many cases, the 
Grace product is also the indispensable 
ingredient guaranteeing the technical 
performance of the finished item: the can 
sealant that protects the contents of the 
can, the separator without which an 
automotive battery will not function, the 
Barrier Bag® that shields a perishable 
product from the destructive effects of 
oxygen, or the fertilizer that increases 

the productivity of the soil. And the 

cost of such indispensable components is 
only a small fraction of the cost of the 

final product. The combination of the 
essential contribution they make and their 
low relative cost provides these Grace 


Technical service to customers is a primary 
concern in Grace's specialty chemical 
business. Here, technicians at a major manu- 
facturing plant in France check plastic 


multi-ply pouches against customer specifications. 


products with reliable, growing markets— 
in good times and bad. 


Future Growth 


In Grace's 120-year history, the com- 
pany’s business mix has changed, often 
drastically, to move with changing eco- 
nomic and social trends, and the firm has 
survived and flourished as a result. Having 
settled on the course it wishes to pursue, 
Grace will generally confine future growth 
and expansion to the three chosen lines 
of business: chemicals, natural resources, 
and consumer products & services. These 
sectors of the economy are particularly 
vital ones, and are constantly generating 
from within themselves additional busi- 
ness opportunities, more than enough to 
utilize fully the company’s financial and 
managerial resources. The growing 
energy crisis, for example, has brought 
increased corporate attention to develop- 
ment in the petroleum and coal industries, 
which supply the basic feedstocks for 
chemical manufacturing. The process of 
evaluation and adaptation in a corpo- 
ration is a continuing one. Thus, we expect 
that the company’s business mix will con- 
tinue to adapt to changes in a fast-moving 
world. 


The Management Function 


In its simplest terms, the principal function 
of Grace corporate management is to 
decide which businesses the company 


should be in, to channel the shareholders 
investment capital to these businesses, 
and to insure that the businesses selected 
are capably managed at the operating 
level—all designed to optimize the return 
on the shareholders’ equity and to serve 
the societies of which the corporation 
and the shareholders are members. This 
is the elemental purpose of the corpora- 
tion: to fill a need of the societies it serves, 
to provide stable and fairly paid employ- 
ment, and to derive a profit which is 
acceptable at once to those societies and 
to the shareholders and which enables 
the corporation to finance the continu- 
ation and expansion of such services. 


Although Grace relies on centralized 
policy, financial and performance controls 
to assure the proper conduct of its various 
businesses, it encourages initiative by 
operating managements as essential for 
top professional performance. Following 
this policy, Grace delegates responsibility 
to the furthest point at which all facts are 
available for prudent operating decision. 
Thus, the company could be characterized 
as a corporate family of units, a federa- 
tion with many individual centers of 
initiative but with a central management 
concentrating on the fundamental 
decisions concerning the allocation 

of corporate resources. 


In the words of President J. Peter Grace, 
"A corporation substitutes formal 
planning for the business intuition and 


sometimes instinctive planning of the 
entrepreneur in an effort to improve on 
the utilization of available resources; 

but this process is not a substitute for 

the gifted individual, whose initiative 
continues to be encouraged and expected 
within the broad limits set by the 
corporation.” 


People 


A business philosophy may be developed 
and stated, but it takes good people to 
implement it. In a year like 1974, which 
began with uncertain expectations 

and ended with record highs in both sales 
and earnings, the credit for Grace's 
success goes to its people. Our em- 
ployees—75,000 men and women in 41 
countries around the world—contributed 
their efforts, talents and skills to the 
corporation's work. In an era of rapid and 
fundamental changes in the world scene, 
static positions for men as for corporations 
are likely to be unsound, and much effort 
is spent in attracting to the company 
people of all nations with open, innova- 
tive minds, and in helping them reach 

their ultimate potential. In order to 

adapt successfully to new situations, we 
need more than ever the wisdom and 
commitment of our people. We dedicate 
the 1974 Annual Report to them by 
showing in photographs the work of 
Grace men and women around the world. 
For W. R. Grace & Co., they are the 
indispensable ingredient. 


Research and development—of new products 
and of improvements to existing products— 
are ongoing efforts in Grace laboratories 
around the world, from new tastes for Italian 
palates, at left, to new uses of laser tech- 
nology at the main research center near 
Washington, D.C. 


Review of Operations: 


Chemically Based Products & Services 


Grace's chemical operations set new 
records in 1974 as sales rose 30 percent 
to $1.8 billion and operating income 
after taxes increased 87 percent to 

$169 million. These new peaks in the 
company’s principal businesses were 
attained despite accelerating costs, some 
raw materials shortages, and slackening 
demand for certain products serving 
industries most affected by the downturn 
in the general economy. Each of the three 
sectors of Grace's chemical business 
reported new highs in sales and earnings 
for the year. 


Industrial & specialty chemicals, long 

the cornerstone of the company's chem- 
ical business, again experienced a record 
year in 1974, contributing 28 percent 

to earnings. 


Rising demand for Grace's flexible 
packaging products also gave packaging 
& plastics operations a record year 

in 1974. 


Agricultural products & services, bol- 
stered by strong demand for fertilizer 
throughout the year, achieved higher 
operating earnings, improved the rate 

of return on invested capital, and became 
the major source of Grace's earnings 

for the year. 
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Industrial & Specialty Chemicals 


Industrial & specialty chemicals have 
been consistent profit producers for more 
than 20 years, posting an average 

annual sales increase of 13.6 percent and 
increasing operating income by an 
average of 14.1 percent annually over 
that period. In 1974, sales rose 30 percent 
to $908 million, and operating earnings 
after taxes, including the effect of the 
LIFO inventory adjustment, increased 18 
percent to 55.4 million. 


Business activity remained high through- 
out most of 1974 in all product areas, 
except for results in construction materials, 
which were depressed by declining 
margins in that industry. Most plants 
operated at close to capacity, even into 
the fourth quarter. 


Many of Grace's markets for specialty 
chemicals were relatively unaffected by 
the business downturn in the latter part 

of the year. These products are difficult 
to replace; they are relatively small cost 
components of the customer's end product; 
and they require few energy-intensive 
manufacturing processes. ‘All the indus- 
tries we serve are related to basic needs 
of consumers," explains Carl N. Graf, 
Executive Vice President in charge of in- 
dustrial & specialty chemicals. ‘These 
products will continue to be widely used; 
none of them will disappear overnight. 
They will continue to grow in importance, 


Superior technology and marketing expertise 
have made Grace a world leader in the pro- 
duction of specialized plastic films for packaging 
meats and cheeses, toys and records, 


especially over the longer term, as our 
industrial and technologically oriented 
societies become even more complex." 


Such products as sealing compounds, 
fluid cracking catalysts, battery separa- 
tors, and petrochemicals were in strong 
demand nearly all year. Container sealing 
compounds, a mainstay of Grace's 
specialty chemical business for many 
years, maintained high sales and satisfac- 
tory profit margins. Several new sealants 
developed by Grace research in 1974 
were brought to the market, including one 
for twist-off bottle caps and one for 
pressurized can tops. 


Chelating agents, specialty chemicals 
that have numerous applications in the 
agricultural and textile industries and in 
detergents and other cleaning products, 
maintained high sales throughout the 
year. The same was true of Grace 
adsorbents, which are used in certain 
chemical processes including the drying 
of natural gas. Battery separators, both 
the conventional cellulosic type and the 
newer plastic type used in industrial 
batteries, did well in the U.S. and abroad. 


Production of Zonolite®, an insulation 
material used in residential and industrial 
construction, slowed in 1974. Although 
demand increased substantially because 
of this product's usefulness in saving 
energy for landlords and homeowners, 
output in 1974 was hampered by short- 
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Distribution of Grace products fo customers 
across the country is speeded by air, rail,and 
truck. Grace's own carrier is used by many 
Operating units; its truck cabs and trailers are 
emblazoned with the new Grace logo. 
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Long-range financial forecasting and planning 
involve reviews of U.S. and world food 
needs and agricultural trends. 


Engineers at the Memphis fertilizer plant, at right, 
monitor all phases of the highly automated pro- 


duction process on a space-age control panel. 


ages of the base mineral, vermiculite, 
due to start-up difficulties at Grace's 
mineral ore processing facilities in Libby, 
Montana, Production there is now being 
expanded to 800 tons a day to meet 
anticipated demand in 1975. At the pres- 
ent mining rate, Grace's ore reserves 

in Montana will last an estimated 

50 years. 


Business was also excellent for virtually 
all petrochemical products, including 
oxoalcohols, Hatcol® plasticizers, syn- 
thetic lubricants, converted vinyls, and 
polyester resins. Polyester resin sales 
were helped substantially by the automo- 
tive industry's increasing use of rigid 
plastic as an economical, weight-saving 
substitute for steel in many auto parts. As 
greater stress is put on lightweight auto 
parts to stretch gasoline mileage, demand 
for these plastics can be expected to rise. 


Despite some slowing of new orders as 
customers started to reduce inventories in 
the fourth quarter, petrochemicals ended 
the year with record sales and operating 
earnings. 


Alex Kaufman, Executive Vice President 
responsible for Grace's petrochemical 
operations, explains, “Although the short- 
term outlook for petrochemicals is un- 
certain, these products are the very basis 
of an industrial society. In cooperation 
with Commonwealth Oil Refining, we 
plan to boost production capacity of 


oxoalcohols at our joint venture plant in 
Puerto Rico to 500 million pounds a year 
by 1976, an expansion of 70 percent.” 
Most of Grace's oxoalcohols output 

is processed into plasticizers by the 
company. 


Research and development continue to 
play important roles in Grace’s constant 
search for product improvements and 
new markets. For example, as a direct 
result of more than ten years’ work in 
automotive engine emission controls, the 
company has developed a significant 
body of technology and new emission 
control products. A ceramic monolith 
structure developed by Grace's Washing- 
ton Research Center, based on the 
company's experience in fine particle 
chemistry, is part of the emission control 
equipment used on Ford cars. Initial ca- 
pacity ata new plant in Maryland to supply 
500,000 monolith units for 1975 model 
cars will be increased later this year to 
1,500,000 units for 1976 automobiles. 


Another new product developed by the 
Washington Research Center in 1974 is a 
urethane polymer with the unique ability 
to form plastic foam by the addition of 
water. Known as Hypol™, this new class 
of polyurethane material is highly water 
absorptive and flame retardant, and there- 
fore suited to many applications such as 
fabrics, carpet underlay, and insulation. 
Interest in Hypol™ has already been 
exhibited by many potential users. 


Sales of the Letterflex® system, a photo- 
polymer platemaking process that sub- 
stantially cuts letterpress printing costs, 
continued to rise despite increasing 
competition. Technology for curing plastic 
polymers by light rather than heat prom- 
ises to bring forth anew family of products. 


Grace has also expanded its activities in 
various areas of water treatment. Sales 
of chemicals and specialized cleaning 
systems for industrial and municipal 
water plants here and abroad increased 
substantially in 1974. 


Medical products & services operations 
had another good year in 1974. In addi- 
tion to strengthening its market positions, 
Grace broadened several product lines, 
including disposable goods for medical 
and dental use and sanitation products 
ranging from hospital floor finishes to anti- 
septic soaps. Diagnostic testing services, 
aconsistently growing business, expanded 
into new geographical areas. 


Packaging & Plastics 


Demand for Grace's packaging & plastics 
products was strong throughout most of 
1974. Sales reached a new high of $347 
million, generating record operating 
income after taxes of $25.9 million. The 
company also stepped up development 
of new markets for plastics and packaging 
materials in both food and non-food 
applications. 


Anticipating possible revisions of govern- 
ment regulations affecting packaging 
material specifications, Grace has 
developed raw material options to assure 
flexibility in its manufacturing operations. 


A pioneer in multi-ply flexible film for food 
products, Grace in 1974 moved further 
into the growing market for fresh meat 
packaging, concentrating on the Barrier 
Bag®, a high-strength polyolefin shrink 
film used to ship primal and sub-primal 
cuts of fresh beef and other meats directly 
from packing plants to supermarkets. 

In a continuing drive to improve customer 
service, Grace engineers have developed 
an improved vacuum chamber machine 
that can be used with other Grace equip- 
ment to provide the meat packer with 

the most highly automated equipment 
available. 


Grace's shrink films penetrated new 
markets for non-food products in 1974. 
These wraps, which seal at low tempera- 
tures, have proved versatile for packaging 
items of all sizes and shapes, including 
toys, phonograph records, glassware, 
tools, and even small appliances. 


New plants for packaging materigls went 
on-stream in Argentina, Australia, and 
France in 1974. And in Texas, a new $10- 
million plant located in the heart of an 
important feedlot and slaughtering center 
will go into operation this year to speed 


Barrier Bag® distribution to meat packers. 
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Specialty formed plastics—especially 
foam trays used for in-store packaging 
of meat, poultry and produce—had an 
excellent year. Demand remained strong 
until the fourth quarter for dual-wall 
containers used in packaging power and 
hand tools, office equipment, appliances, 
cameras and other items that require 
these patented shock-resistant carriers. 


Anew plant in North Carolina with larger 
and more efficient facilities for blow 
molding of one-piece containers will go 
on-stream in 1975 to replace older pro- 
duction facilities. 


Agricultural Products & Services 


Accelerating demand for fertilizers and 

a return to a more balanced price struc- 
ture boosted sales and earnings of 
Grace's agricultural products & services 
to record heights in 1974, continuing 

the recovery from the depressed levels of 
1969-71. Revenues climbed 39 percent 
to $504 million, while operating income 
after taxes rose to $87.6 million. 


World grain consumption continues to out- 
run production, as it has for five of the 
past six years. Stocks of wheat and 

coarse grains are still, by global stan- 
dards, critically low. Thus, American 
grains are likely to find ready outlets for 
some time. And as American farmers 
strive to increase crop yields to supply 

the burgeoning export market, their 


Booming demand for fertilizers is speeding 
construction of a major expansion of Grace's 
already important ammonia/urea complex 
in Memphis. Grace is also building new 

ammonia plants in Oklahoma and Trinidad. 


fertilizer needs will remain high. Earlier 
this year, Grace published a monograph 
detailing world food production and 
fertilizer supply and demand statistics, 
which is available on request. 


Last year, farm exports from the U.S. 
accounted for 20 percent of all world 
agricultural exports in international trade, 
making this country the world’s largest 
exporter of agricultural products. In addi- 
tion, these exports, totaling $21.3 billion, 
an increase of 65 percent over 1973, 
represented the largest single revenue 
source in the U.S. balance of trade. 


The importance of the agricultural econ- 
omy to the United States and to the world 
means that the availability of adequate 
supplies of fertilizer will remain a con- 
cern. Although this availability is likely to 
increase by 1977-78, demand will also 
remain high because of world population 
growth patterns and the consequent 
need for more food. Fertilizer consump- 
tion is projected to increase 6 to 8 percent 
per year for the next ten years. Although 
a somewhat lower rate than that of the 
previous decades, this rise represents 

a substantial tonnage increase on a much 
larger market base. On balance, demand 
for fertilizers is expected to remain ex- 
ceptionally strong for some time to come. 


To meet this demand, Grace plans to 
spend $300 million for new facilities over 
the next three years, increasing its annual 


capacity from 4 million tons of fertilizer 
materials in 1974 to 7 million tons by 
1978. This expansion includes construc- 
tion of two 1,200-ton-per-day ammonia 
plants, one in Oklahoma and one on the 
Caribbean island of Trinidad as a joint 
venture with the Government of Trinidad 
and Tobago. When completed, these two 
new plants will boost Grace's annual 
ammonia capacity to nearly 1.5 million 
tons. In Memphis, annual capacity of 
urea (a concentrated solid form of 
nitrogen) will be increased from 138,000 
to 350,000 tons during 1976 when a 
new plant goes on-stream to replace 
older facilities. 


In Florida, Grace's annual phosphoric 
acid capacity is scheduled to rise from 
330,000 to 520,000 tons by 1978. Annual 
production capacity of phosphate rock 
from Grace's Florida reserves will be 
doubled to more than 5 million tons during 
this period. These reserves are estimated 
to last 25 years at the projected pro- 
duction rate. 


Grace is also a leading producer of feeds 
and feed supplements to provide proteins, 
vitamins, and other essential nutrients 

in the diets of beef and dairy cattle, swine 
and other animals. These products are 
sold to feedlots and farms, with emphasis 
on low-cost distribution. Production will be 
increased by anew feed supplement plant 
in Wisconsin, the company’s thirteenth, 
slated for completion in 1975. 
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By matching the proved inheritable quali- 
ties of genetically superior bulls with those 
of scientifically selected cows, Grace's 
American Breeders Service has helped 

to increase the average milk yields of 
dairy herds and to produce faster growing 
beef cattle. A new 720-acre ABS beef 
cattle facility in Colorado will, when com- 
pleted, house some 700 bulls. 


Agriculture is the most fundamental busi- 
ness in the world," says James J. Galvin, 
Vice President in charge of Grace's agri- 
cultural chemical operations. “We intend 
to continue as a leading supplier of the 
chemical nutrients farmers need to grow 
more and better food. This is not a year- 
to-year business. When we invest money 
for new facilities, we're projecting market 
demands over the next fifteen years, not 
merely the next four to five. And in pro- 
gramming new phosphate mines, we base 
our plans on projected market needs over 
the next twenty to twenty-five years. We're 
in fertilizer for the long pull." 


Natural Resources 


Grace's natural resources activities were 
expanded aggressively in 1974, both 
through acquisitions and through develop- 
ment and exploration programs. Virtually 
all such expansion is taking place in 

the United States, continuing the policy 
established several years ago of concen- 
trating natural resources investments 

in this country. 


Natural resources have been of interest to 
Grace for a century; today this interest has ac- 
quired new meaning as the company actively 
expands oil, gas and coal operations—includ- 
ing this oil rig operating in Oklahoma—to meet 
demand for new energy resources, 


Programs authorizing over $165 million to 
develop oil, natural gas, and coal reserves 
were approved during the year, raising 
Grace's total commitments in energy- 
related operations to more than $200 
million in cash and stock since 1972. 


Revenues from oil, natural gas, and coal 
operations rose 84 percent in 1974 to 
$145 million; operating income after taxes 
climbed 111 percent to $11.4 million, 
amounting to 6 percent of Grace's total 
operating income in 1974—a gain in con- 
tribution over 1973. As Grace brings its 
reserves of oil, natural gas, coal, and 
other minerals into fuller production, their 
contribution to earnings is expected to 
increase further. 


Expenditures for oil and gas exploration 
and for development more than doubled 
in 1974, rising from $10 million in 1973 
to $21 million. Drilling programs in prog- 
ress, combined with purchases of proved 
reserves, boosted production for all U.S. 
operating units over the year from 6,500 
to about 12,500 barrels per day of oil 
and gas equivalent. 


Coal mining operations were also 
expanded in 1974, mainly through devel- 
opment of previously acquired properties. 
In Kentucky and Virginia, where Grace 
started mining ona limited basis late 

in 1973, production of low-sulfur (less than 
1 percent) coal reached an annual rate 

of more than 800,000 tons by the end 


of 1974. Further expansion is scheduled 
to boost that rate to 1.2 million tons by 
the end of 1975. 


Preparation for new coal mines on Grace 
properties in northwestern Colorado 
continued in 1974. These mines, scheduled 
to produce 3 million tons a year by 1978, 
will provide a medium-BTU coal with a 
sulfur content 50 percent below the maxi- 
mum allowed by the Clean Air Act. Drafts 
of environmental impact studies for the 
new mines have been submitted to the fed- 
eral government, major equipment has 
been ordered, and contract discussions 
with potential utility customers have begun 
in the first steps toward realization of 

this project. 


As Harold R. Logan, Executive Vice Presi- 
dent in charge of natural resources, notes, 
“In its commitment to energy resources, 
Grace is acting on the belief that the fed- 
eral government expects private industry 
to develop the necessary resources to 
reduce the national energy deficit, and 
that adequate incentives will be provided 
to make this effort possible. There is only 
one way that our nation can have a suffi- 
cient and reliable source of energy, and 
that is to find and control our own energy 
supplies.” 


Grace's Natural Resources Group will 
relocate its headquarters to Dallas in July 
in order to be closer to its major opera- 
tions in the western and southern U.S. 
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Consumer Products & Services 


“While 1974 proved to be a difficult year 
for many consumer products and service- 
oriented industries, Grace's consumer 
business remained profitable,’ reports 
Thomas E. Hanigan, Jr., Executive Vice 
President. Revenues from these businesses 
rose 12 percent to a new high of $1.6 
billion, but operating income after taxes 
fell 30 percent to $17.4 million. The 
decline in earnings from the record 1973 
level reflected the severe squeeze on 
profit margins of most consumer products 
as the recession accelerated. 


Although all segments of Grace's con- 
sumer businesses were affected by higher 
costs, some operations fared better than 
others. Better results were posted in 1974 
by restaurant and food service opera- 
tions and by European specialty textiles. 
Less than satisfactory showings were 
made by automotive specialties, domestic 
packaged foods, and toy distribution. 


Packaged Foods 


Soaring costs of such key ingredients as 
sugar, edible oils, and cocoa resulted in 
unsatisfactory earnings in Grace's grocery 
and food products business. Chocolate 
processing, both in the U.S. and in Europe, 
proved more profitable than in 1973, 
although 1974 was generally a poor year 
for most confectionery products. Barilla, 
Grace's largest grocery product business 


Expertise in fashion design is coupled with 
manufacturing know-how at this Grace 
plant in Belgium to make specialty textiles 
such as drapery and upholstery fabrics 
and mattress tickings. 


in Europe and the world's largest pasta 
producer, again had to contend with 
price controls, increased labor rates, 
high wheat costs, and higher corporate 
income taxes in Italy. The result was that 
Barilla's operating income after taxes, 
while better than 1973, was only margin- 
ally satisfactory. 


Fashion & Leisure 


Results were mixed in Grace's fashion and 
leisure businesses. In spite of an uncertain 
economy, sports and recreational activi- 
ties continued to grow in popularity, giving 
Herman's World of Sporting Goods 

a 49 percent increase in sales over 

the prior year. A leading specialty retailer 
of equipment and accessories for virtu- 
ally every sport, Herman's now operates 
47 stores from New England to Virginia, 
and west to Wisconsin and Illinois. All 
stores offer a wide selection of merchan- 
dise and provide expert advice on the 
proper equipment for each customer. 


In women's apparel, Grace's brand-name 
products again increased sales despite 
greater competition. In addition to Jones 
New York®, Grace's largest-selling label, 
the John Meyer® and Emily, Just Emily® 
lines achieved satisfactory profits on sub- 
stantially higher revenues. Giraffe®, a 
new line of blouses, was well received by 
consumers in its introductory year. New 
1974 labels included Xterior™, Campari™ 
and OTV™. 
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Grace is a producer of specialty textiles, 
including high-fashion mattress ticking, 
upholstery and drapery fabrics. These 
products encountered uncertain market 
conditions in 1974; demand remained 
strong for woven, damask and jacquard 
mattress ticking in the U.S. and in Europe, 
but weakened progressively for upholstery 
fabrics as the housing market tightened. 
Despite the home building slowdown, 
drapery fabrics had a good year in 
Europe. Because of the favorable market 
for ticking in Europe, new facilities in 
Belgium are slated to begin production 
by mid-1975, two years ahead of sched- 
ule. Expansion of ticking production ca- 
pacity in England has also been approved. 


Sales of products for automotive-related 
uses produced mixed results. Performance 
parts for the after-market and certain 
original equipment specialties remained 
strong for most of 1974. 


Likewise, the earnings of Grace's dis- 
tribution and specialty merchandising of 
toys, hobby items and shoes appeared 
promising in the first half but were 
disappointing in the fourth quarter. Shoe 
manufacturing operations were unsatis- 
factory all year, and the management 

of this business has been restructured. 
However, Grace's specialty shoe retailing 
chain, Pix of America, continued its 
pattern of good earnings and growth in 
1974; and two of six new stores planned 
for 1975 have already opened. 
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Consumer Services 


The company further expanded its restau- 
rant operations in 1974, both in the U.S. 
and in Europe. Despite more cautious 
consumer spending in the fourth quarter, 
Grace's U.S. restaurant revenues reached 
anew high, up 31 percent for the year. 
Nineteen new units were opened, bring- 
ing the total number of Grace-owned and 
operated dinner houses and coffee shops 
to 109 at year-end. Two of these were 
new theme restaurants, Baxter's Street and 
Gorda Liz, both located in Newport 
Beach, California. Baxter's Street is a 
re-creation of a turn-of-the-century side- 
walk cafe; Gorda Liz offers the famous 
seafood and the atmosphere of Portugal. 
Additional units are planned for 1975. 


In Europe, the sales growth rate of Jacques 
Borel International, a majority-owned 
subsidiary of Grace, slowed in 1974 

to 25 percent from the exceptional 48 per- 
cent annual average turnover increase 
for 16 prior years. The largest institutional 
food service company and second largest 
expressway restaurant operator in con- 
tinental Europe, Borel opened 52 new 
food service units in 1974 to bring its total 
to 752. Higher revenues were realized 

in 1974, but earnings did not increase pro- 
portionately due to the effect on both 
sales and profits of accelerating inflation, 
the energy crisis, a downturn in some 
in-plant food services, and price controls 
in three countries where Borel operates. 


Restaurants and food service are another 
Grace specialty, from the Coco's in Smithtown, 
New York, at left, to Jacques Borel's elegant 
Les Valois in Paris. Grace operates hundreds 
of restaurants across the U.S. and in six 
European countries. 


Revenues from education services posted 
substantial gains. Book distribution to 
schools and libraries surpassed antici- 
pated goals, and domestic marketing 
operations in other educational products 
were strengthened, especially in the 
Southeast and Northeast, where eight 
new outlets were opened, 


Real estate activities expanded moder- 
ately through the purchase of certain 
residential and commercial properties, 
including some now under development. 
In a year viewed by many as the worst 

in the industry since the early 1930s, 
Grace's real estate activities were profit- 
able but below forecast and last year's 
results. If interest rates continue to drop 
from the historic 1974 highs and mortgage 
funds become more readily available, 
results are expected to improve in 1975. 


Progress was made in balancing and 
improving Grace's consumer businesses. 
Grace withdrew from the recreational 
vehicle business and divested certain 
candy operations. A number of organi- 
zational shifts were made to improve 
operating results. 


Says Charles A. Lynch, Vice President and 
Group Executive for Grace's consumer 
services businesses, ‘We intend in 1975 
to strengthen our niche positions in this 
significant segment of Grace's business, 
following the company's philosophy of 
specialization wherever possible." 


Lines of Business Categories 


Chemical Industrial & Specialty 


Major Products 


Adsorbents and Catalysts 
Battery Separators 
Chelating Agents 
Construction Products 
Medical Products 
Plasticizers 

Pollution Control Processes 
Polyester Resins 

Sealing Compounds 
Synthetic Lubricants 

Water and Waste Treatment 


Packaging & Plastics 


Converted Vinyls 
Flexible Packaging and Equipment 
Rigid Containers 


Agricultural Products 


Animal Breeding and Nutrition 
Nitrogen and Phosphate Fertilizer 


Natural Resources 


Coal 

Natural Gas 

Petroleum 
Contract Drilling 
Oil Field Services 
Storage and Transmission 


Consumer Fashion & Leisure 


Auto Parts and Accessories 
Footwear and Apparel 
Specialty Textiles 

Sporting Goods Retailing 
Toy Distribution 


Consumer Services 


Book Distribution 
Education Services 
Institutional Food Service 
Real Estate 

Restaurants 


Packaged Foods 


Candy and Cocoa Products 
Dairy Products 

Jams and Compotes 

Pasta 

Snack and Convenience Foods 


International Operations 


Employment 


Chemed Corporation 


Capital Expenditures 
and Net Fixed Assets 


Working Capital 


*Before deducting $11.3 million representing provisions recorded in 1974 for settlement of litigation 


Financial and Statistical Review 


The following table provides a geographical breakdown of sales and operating income after 
taxes in 1974 and 1973: 


Sales and Operating Income 
Operating Revenues After Taxes 
($ Millions) 1974 1973 % Increase 1974 1973 % Increase 
United States ............ $2,166 $1,797 21% $136.4 $ 77.6 76% 
BUDORG cause anes antaces > 994 802 24% 276 202 37% 
Canada, Far East & Other 
BOE xii si idioe ee Oss ere 312 234 3% 33.7 22.6 49%, 
MOtOl vaitancvaden $3,472 $2,833 22% $197.7* $120.4 64% 


Sales and operating income after taxes outside the United States in 1974 contributed 38% and 31% 
of the totals, respectively. 


and certain foreign tax matters relating to prior periods. 


Grace's employees numbered 74,800 at the end of 1974, compared with 73,400 at the end of 1973, 
geographically distributed as follows: 


1974 1973 

finite Slates ot: Ses oct scenes mana aetna caneide Sik > SAVER Sa ene meee. 41,100 40,000 
Eurone fhe ctaca: claws ccaa iemmanice 27,900 25,600 
Canada, Far East & Other Areas . 5,800 7,800 
SiR rc aye. Soe ee ale wales Seni aut nds cHa eens alaarte an heats 74,800 73,400 


Total employment costs for 1974 were $703,261,000, compared with $620,678,000 for 1973. 


Chemed Corporation, a 90% owned consolidated subsidiary of the Company, reported sales and 

operating revenues of $194.5 million for the year 1974, an increase of 22% over 1973. Income 

from continuing operations of $12.2 million, compared with $12.3 million in 1973, was reduced by 

$1.7 million as a result of the change to the last-in, first-out (LIFO) method of inventory valuation. 
Chemed capital stock, 10% of which is publicly owned, is traded over the counter. Copies of the 

Chemed 1974 Annual Report are available on request. 


The following table compares 1974 and 1973 capital expenditures and net fixed assets by line of 
business, including those of pooled companies. Net properties and equipment of other companies 
acquired are included in the year of acquisition. 


Capital Expenditures Net Fixed Assets 
1974 1973 1974 1973 

Chemical ($ Thousands) ($ Millions) 
InGuStION Sc SROCIONY (.)caeite scent asin ameecin es $53,314 $ 39,849 $ 224 $ 193 
Packaging & Plastics . . ; 22,854 15,811 102 94 
Agricultural ......... 40,507 16,429 173 162 
Total Chemical ... 116,675 72,089 499 449 
Natural Resources ....... 95,625 27,374 131 45 

Consumer 

Fashion. & Leisure: 65 cians cece sens 19,622 18,594 61 52 
Consumer Services . 16,860 15,806 58 48 
Packaged Foods ..... 27,803 23,306 122 ES 
Total Consumer .. 64,285 57,706 241 215 
(GEANLORRL, Saeco sem cee icites Sas or Ae dis Pare se-0% $276,585 $157,169 $ 871 $ 709 


Of the total, capital expenditures on properties, plant and equipment in 1974 were approximately 
$204 million in the United States, $56 million in Western Europe, and $17 million in Canada, the 
Far East and other areas. 


Additions to working capital provided by operations amounted to $232.3 million in 1974, compared 
with $176.5 million in 1973. Sources included income before extraordinary items, depreciation and 
depletion, deferred income taxes and other items. 

As of December 31, 1974, working capital had increased by $111.4 million to $600.4 million from 
$489.0 million at the end of the previous year. The Company's current ratio at the end of 1974 
was 1.8:1, the same as at the end of 1973. 
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Summaries of Quarterly Results ($ Millions except per share) 


First Second Third Fourth 
1974()) Quarter(2) Quarter(2).  Quarter(2) Quarter 
$743.6 $883.8 $874.9 $970.0 
Income before taxes : $ 47.2 $ 778 $ 73.1 $ 56.6 
Provision for taxes 23.9 35.3 35.6 29.3 
Net income $ 23.3 $ 42.5 $ 37.5 $ 27.3 
Per share of common stock 
Earnings per common and 
common equivalent share 3 $ 1.35 $ 1.20 
Earnings per common share assuming 
full dilution i $ 1.21 
1973(2) 
RMR e Saiz enone a Kaye's Set aa sedan ore mat $619.7 $722.8 $706.7 $785.5 
Income before taxes ..........0.ssseeee $ 22.3 $ 55.2 $ 45.2 $ 41.2 
Provision for taxes ...-......0+5 10.8 27.6 19.4 17.9 
Income before extraordinary items . 11.5 27.6 25.8 23.3 
Extraordinary items ............ wae 3.1 = (6.0) — 
Net inconie-tew).: asia ccans ocean s/t ecde.es $ 14.6 $ 27.6 $ 19.8 $ 23.3 
Per share of common stock 
Earnings per common and 
common equivalent share 
Income before extraordinary items . . $ 37 $ 9) $ 84 $ 78 
Extraordinary items ..........-.+ 10 - (.19) - 
Nek incomesalga ss. 2s acco eveend $ 47 $ 91 $ 65 $ 78 
Earnings per common share assuming 
full dilution 
Income before extraordinary items . . S35 $ 80 $ 76 $ .70 
Extraordinary items ...........0+% 09 _ (17) re 
Nef icamitic. tees 3 Asoc denancs-vcts. $ 44 $ .80 $ .59 $ .70 


(1) In December 1974 the Company adopted the last-in, first-out method for valuing certain inventories 
(see Note 1(a) of Notes to Financial Statements) and the first three quarters of the year have been 
restated. This change reduced net income and earnings per share for the first three quarters as 
reported and the fourth quarter of 1974 as follows: 


First Second Third Fourth 
Quarter Quarter Quarter Quarter 
PHGECOMO oe ear k et aes Ol haber osu es $2.9 $3.8 $3.5 $3.8 
Earnings per common and common 
Oquivalent share. on xcs. ened ine adwccwce $.09 $.12 $11 $.12 
Earnings per common share 
assuming full dilution ............00.0. 00. $.08 $.10 $.10 10 


(2) Restated for poolings of interests. Also, 1973 quarterly allocation of extraordinary items was adjusted 
for adoption of Accounting Principles Board Opinion #30 (see Note 8 of Notes to Financial 
Statements). 


The following table compares income before extraordinary items and earnings per common and 
common equivalent share, by quarter for the four year period 1971-1974: 


Income Earnings Per Common 
Before Extraordinary Items and Common Equivalent Share 
First Second Third Fourth First Second Third Fourth 
Year Quarter Quarter Quarter Quarter Quarter Quarter Quarter Quarter 
1971 $ 8.4 $19.5 $13.8 $ 6.9 $ .28 $ .67 $ 46 $ .23 
1972 9.5 23.1 16.2 14.4 31 75 54 48 
1973 11.5 27.6 25.8 23.3 37 a 84 78 
1974 23.3 42.5 37.5 27.3 74 1.35 1.20 83 
% Increase Over Comparable Period of Prior Year 

1972 13% 18% 17% 109% 1% 12% 17% 109% 
1973 21% 19% 59% 62% 19% 21% 56% 63% 
1974 103% 54% 45% 17% 100% 48% 43% 6% 
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Stock Price Data 1973/1974 Principal Market: Common Stock—New York Stock Exchange 
Preferred Stock—Over the Counter 


Common Stock 


1973 High Low 
LC RE 2 ee ae Sa kei, al oe a Leen $28.00 $23,875 
Second Quarter .. $25.00 $19.875 
Third Quarter .... $27.25 $20,375 
Fourth Quarter $30.375 $21.50 


1974 


First Quarter ..... 2 $28,375 $22.625 
Second Quarter .. $27.25 $22.00 
Third Quarter .... ae $24.875 $18.00 
Fourth Quarter .......... RETR SIK Oelattis a hes ua SNPS. acta Reora se Goss aa $26.125 $18.25 


Trading in the three classes of preferred stocks was minimal in 1973 and 1974, according to the 
National Quotation Bureau Inc. Representative bid prices for the 6% Preferred Stock were $70-$71 
per share in 1973 and ranged between $55 and $79 in 1974. Bid prices for the Class A and Class B 
preferred stocks, when available, were in a range of $92-$971/> per share in 1973 and $65-$99 in 1974. 


Dividends 


For the years 1973 and 1974, quarterly dividends were declared and paid to shareholders 
of Grace common stock, as follows: 


1973 

Record Date Payment Date Amount Per Share 
Febriceviter. thin os cco dltr hk nae eee March 12 .. $0.375 
May 11..... Me MURAL OM i) tele Aa pt, oes Scie hs a7 
August 14 .. . September 10 0.375 
November 13 December 10 .. 0.375 


1974 
Record Date Payment Date Amount Per Share 
February 19 . March 1) . 


ny im 0.375 

August 13..... a4 ... September 10 . tar O.375 

Becomber tur cA vcr deus baint.< ons sh oi 0.40 
$1.525 


In total, common stock dividends in 1974 amounted to $45.4 million, compared to $41.9 million in 1973. 
Dividends have been paid on the common stock for 41 consecutive years. 


For the three classes of preferred stock, dividends were paid on the same dates as common stock 
dividends in 1973 and 1974, as follows: 


Quarterly Annually 

19731974 19731974 
a: WO ee inet eS ey ee $1.50 $1.50 $6.00 $6.00 
Class A Preferred .. ae, 2.00 2.00 8.00 8.00 
fess BPretomed city icicaisscen caters cone 2.00 2.00 8.00 8.00 


During 1974, total preferred dividends paid were $700,000, compared to $728,000 for 1973. 


i 


Form 10-K = The Form 10-K Annual Report for 1974 as filed by the Company with the Securities and Exchange 
Commission is available to Grace shareholders on request and without charge. 
Write: Investor Relations, W. R. Grace & Co., Grace Plaza, 1114 Avenue of the Americas, 
New York, New York 10036 


i 
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Financial Data by Line of Business 1970-1974 W.R. Grace & Co. and Subsidiary Companies 
(In millions of dollars—restated for poolings of interests) 


Natural W.R. Grace 
Chemical Resources Consumer &Co. 


Industrial Packaging Total Fashion Consumer Packaged Total 
& Specialty & Plastics Agricultural Chemical & Leisure Services Foods Consumer Total!4) 


Sales and Operating Revenues 

$479 $195 $272 $ 946 $ 289 $151 $ 885 $1,915 
1971 518 212 996 329 197 983 2,052 
1972 591 242 283 1,116 390 261 1,169 2,362 


1973 700 290 1,353 447 369 1,401 2,833 
1974 908 1,759 467 449 1,568 3,472 


Average Annual % 
Growth Rate 1970-1974 17.3% 15.5% 16.7% 168% 146% 127% 31.3% 10.0% 15.4% 16.0% 


Operating Income after Taxes!" 


1970 $26.8 $ 6.6 $ 69 $ 40.3 $ 6.2 $10.2 $ 46 $ 68 $ 21.6 $ 68.1 
1971 29.2 63 76 43.1 16 87 68 72 23.4 68.1 
1972 37.9 10.1 13.6 61.6 23 94 8.6 62 24.2 88.1 
1973 47.1 15.8 27.4 90.3 54 99 11.8 3.0 24.7 120.4 
1974 55.4(2) 25.912) 87.6 168.915) 114 10.4 8.6 {1.6) 17.4 197.7 
Average Annual % 

Growth Rate 1970-1974 19.9% 40.7% 88.8% 43.1% 16.4% 5% 16.9% - (5.3%) 30.5% 
Sales and Operating Revenues— 

Percent of Total 

1970 25% 10% 15% 50% 4% 15% 8% 23% 46% 100% 
1971 25 10 13 48 4 16 10 22 48 100 
1972 25 10 12 47 3 7 an] 22 50 100 
1973 25 10 13 48 3 16 13 20 49 100 
1974 26 10 15 51 4 13 13 19 45 100 
Operating Income after Taxes— 

Percent of Total 

1970 39% 10% 10% 59% 9% 15% 7% 10% 32% 100% 
1971 43 7 i 63 3 13 10 a0 34 100 
1972 43 12 15 70 3 1 9: 7 27 100 
1973 39 13 23 75 5 8 10 2 20 100 
1974 28 13 45 86 6 5 4 (1) 8 100 


(1) Operating Income after Taxes is computed before extraordinary Items and allocation of general corporate overhead and general corporate Interest. For this table, taxes 
are computed substanticlly on a separate return basis for each subsidiary and each division of the Company. In the case of each U.S. subsidiary and division, benefits for 
all generated Investment tox credits and operating losses, if any, are recognized currently. 


(2) Before deducting $7.4 for Industrial & Specialty and $3.9 for Packaging & Plastics representing provisions recorded In 1974 for settlement of litigation and certain foreign 
tax matters relating to prior periods. 


(3) After a reduction of $14.0 resulting from the adoption of the last-in, first-out method of Inventory valuation for substantially all chemical operations in the United States. 
(4) Does not Include sales and operating revenues of Peruvian and other Latin American operations divested as follows: 1970—$141 ; 1971—$41 ; 1972—$6; 1973-$2. 
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Earnings Per Common and Common Equivalent Share 1971-1 974° 


First Quarter 1977) == 5.25 
17) as 3 | 
Eee 
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$ Per Share 0 25 50 75 1.00 1.25 1,50 


SecondQuote 17 Ts 57 
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RN er RN SS IS AE ELE LETT TE) 


$ Per Share 0 25 50 75 1,00 1.25 1.50 


ThirdQuare 17 === $44 
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$ Per Share 0 25 50 eS) 1.00 1.25 1.50 


Fourth Quarter 197) i $.23 
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$ Per Share 0 25 50 75 1.00 1.25 1.50 | 


*Quarters restated for poolings of interests; 1974 also restated for LIFO. 
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W. R. Grace & Co. and Subsidiary Companies 


Principles of Consolidation: 


Translation of Foreign Currencies: 


Inventories: 


Properties and Equipment 
and Related Depreciation: 


Goodwill: 


Deferred Revenue from Future 
Natural Resource Production: 


Income Taxes: 


Earnings Per Share: 


Pension Plans: 


Audit Committee of the 
Board of Directors: 


Summary of Significant Accounting and Financial Reporting Policies 


The consolidated financial statements include the accounts of the Company and all majority owned 
and controlled domestic and foreign subsidiary companies after elimination of all significant 
intercompany transactions. Investments in less than majority owned companies are carried at cost 
adjusted for subsequent changes in equity since dates of acquisition. 


The assets and liabilities of foreign subsidiaries have been translated into United States dollars 

at year end rates of exchange, except that properties and equipment and certain noncurrent assets 
including goodwill (and related depreciation and amortization) have been translated at rates prevail- 
ing on the dates of acquisition. Income and expenses (other than depreciation and amortization) 
have been translated at weighted average exchange rates prevailing during the year. Foreign 
currency exchange adjustments are charged or credited to income currently, except that (1) those 
adjustments arising from the translation of indebtedness incurred to finance additions to properties 
and equipment and certain permanent investments are deferred and amortized over the estimated 
useful lives of the related assets, and (2) gains on forward exchange contracts, to the extent not 
directly associated with current translation losses, are recognized in income upon maturity. 


Inventories are stated at the lower of cost or market, Due to the diversified nature of the Company's 
Operations, several methods of determining cost are used, including first-in, first-out, average cost 

and the last-in, first-out method which was adopted in 1974 for substantially all chemical operations 

in the United States. The market value for raw and packaging materials is based on replacement cost 
and, for other inventory classifications, on net realizable value. 


Depreciation of properties and equipment is generally computed using the straight line method over 
the estimated useful lives of the assets. Intangible drilling and development costs are capitalized 
only for productive wells and amortized on the unit of production method. Depletion of mineral and 
oil producing properties is also provided on the unit of production method. Expenditures for 
maintenance, repairs, renewals and betterments that do not significantly extend the useful lives of 
the assets are charged to income as incurred. The cost of property retired or sold, and related 
accumulated depreciation, is removed from the accounts and any resulting gain or loss is reflected 
in income currently. 


Goodwill arises from business combinations which for accounting purposes have been treated as 
purchase transactions and is amortized using the straight line method over various estimated useful 
lives, not exceeding forty years. 


Revenues received from sales of natural resources in advance of production are deferred and 
recognized, net of financing costs, when the products are shipped. 


Tax effects of transactions are recognized when they enter into the determination of net income. 
Deferred income taxes are provided for differences between depreciation for tax purposes and 
depreciation recorded for financial accounting purposes, for unremitted earnings of less than 
majority owned companies and for other significant timing differences. Investment tax credits are 
applied as a reduction of the current tax provision in the year the related properties and equipment 
are placed into service. 


Earnings per common and common equivalent share are computed on the basis of the weighted 
average number of common shares outstanding during the respective years after giving retroactive 
effect to shares issued and expected to be issued for business combinations, assuming stock 

options outstanding were exercised at the beginning of the year (with applicable proceeds used 
to purchase treasury stock) and after deducting dividends paid on preferred stocks. Earnings per 
common share assuming full dilution are computed based on the further assumptions that convertible 
debt obligations were converted at the beginning of the year (with applicable reduction in interest 
expense, net of tax) and additional contingent shares were issued for business combinations. 


Substantially all full time employees are covered under various funded and unfunded domestic and 
foreign pension plans including prevailing social law plans. Costs are provided by current funding 
and accruals, including amortization of prior service costs over ten to thirty years. 


The Audit Committee, comprised of three directors who are not officers or employees of the 
Company, meets periodically during the year with senior officers, internal auditors and independent 
accountants to review accounting, auditing and financial reporting matters. 
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Consolidated Statement of Income 


In Thousands (except amounts per share) 


The Summary, page 31, and the Notes to Financial Statements, pages 36 to 41, are an integral 
part of this statement. 


Sales and operating revenues .......--.see rere cece cece eeeeeeee $ 3,472,291 $ 2,834,660 
Dividends, interest and other income ......---++++0++eeeeee eres 17,712 18,688 
Equity in earnings of less than majority owned companies 
(dividends received 1974—$2,096; 1973—$6,150) .......-...0065 7,641 6,680 
3,497,644 2,860,028 
Cost of goods sold and operating expenses ..........+ssseeeeeee 2,447,367 2,012,097 
Selling, general and administrative expenses .....-....++eeseeeee 592,089 529,200 
Depreciation and depletion ......-...s++sesseeeeeee ae 81,402 68,118 
Research and development expenses .......--+seseeeeeeeerrecee 31,407 28,106 
(GROrest OXPONSE: ... vicice cc cccecincedreccdoncccepereeceseccvescs 67,155 50,395 
Income applicable to minority shareholders ......--.-+++eeeseeee 6,190 3,785 
_3,225,610 _ 2,691,701 
272,034 168,327 
Losses, net of gains, on disposal of businesses ....-....--+eeeee eee 17,339 4,426 
254,695 163,901 
U.S. and foreign income taxes: 
GUN ies vine Sv wc bisiaare hice wis\6d iA oisa sie Via aloes Giela/e viete'elas a's ard 113,140 67,541 
DBTNTER aces nk ce ens sonce shiny tooms catsanees vnsisele 6 coer 49 10,997 8,154 
124,137 75,695 
Income before extraordinary items .........+seeeeeeeceeneeeeens 130,558 88,206 
Extroiordinary HeImss-<c ce. cc0scc5 so cavacvnseredsiesrelnevnars'ss — (2,902) 
Net income $ 130,558 $ 85,304 
Earnings per common and common equivalent share: 
Income before extraordinary items .........0ceeceseeeeeeeees $ 4.12 $ 2.90 
Extraordinary items — (.09) 
Clet WiOONG oz. cde b oar Pe vnc dapaagacuinenesear ead sinnterehats $ 4.12 $ 2.81 
Earnings per common share assuming full dilution: 
Income before extraordinary items ..........seeseeceeceecees $ 3.74 $ 2.61 
Exdroorelincity Mens: 60555. vaitea braves edcc meer sen tseseneces — {.08) 
Nah Incomes ccc eves <atacscncnas cep enadsh te cis cpeeee este sy $ 3.74 $ 2.53 
*Restated, 


W.R. Grace & Co. and Subsidiary Companies Consolidated Statement of Changes in Financial Position 


In Thousands 


Financial Resources Provided by: 

Income before extraordinary items 130,558 
Depreciation and depletion 81,402 
Other amortization 8,680 
10,997 
6,190 
Equity in unremitted earnings of less than majority owned companies (5,545) 
Working capital provided by operations 232,282 

Working capital provided by extraordinary items: 


Proceeds from sales (less abandonment costs), 
inclusive of income taxes 


88,206 
68,118 
8,763 
8,154 
3,785 
(530) 
176,496 


Worting :captial divested. 79.) «xc say dehnsderviescnraa keene - (1,719) 
Proceeds from Peruvian settlement ..........0.ceeseeeeeneereeee 23,600 = 
Issuance of long term debt: 
Revolving term loans << cevcictiet css epactasuieuncd eee cess meas - 55,000 
Promissory notes: s 2222 sci2\ves feat os aks pais Cae anne tease ee 81,750 _ 
NNN ie cass olga sdere walt eae ea) sto winds a's bea T uve alan Cadons 71,855 49,270 
Deferred revenue from future natural resource production ........ , 50,000 - 
Disposal of properties and investments ...........-00c cence eee 33,709 20,041 
| 493,196 308,697 
Financial Resources Used for: 
CORN AROMNCMAIIRS | tec cacineas « dicacata ae oe setsaicnnth pelaaaeee 276,585 157,169 
| Castidividends acne. cesessdeeaescsesss es 46,090 42,898 
Retirement and repayment of long term debt . . 50,830 59,393 
Other transactions, nek esas 2s saan Pisa cate cn dee au sic sean ne 8,321 8,132 
381,826 267,592 
Increase in Working Capital .......... 2.0... cece eee eee nee $ 111,370 $ 41,105 
Analysis of Changes in Components of Working Capital: 
Cash and marketable securities ......... 00sec ee cee ene e eee ee $ 21,353 $ (4,879) 
| Notes and accounts receivable, less allowances ...........-0+005 74,698 $2,308 
WARENTONGS: 4-1, ste rtiaes Fee ticlea Aainaee Een ealn ole dure hides ated 182,148 83,918 
Berets ONS Fs a: classless Bate nie sive Finle cinte ms hes sine beieitinis x alsin « (62,807) 3,946 
PCEOUME DAVID foc oin cic soy-Ricle «wih ety delete) cin arta viedls, ctaismecaery (40,978) (61,044) 
US. ond faratgntaxGs OndACOMe « «<2 Fie isteais et sce cee sien oo ak (40,130) (11,119) 
Other components of working capital ............ceeee cece eens (22,914) (22,025) 
$ 111,370 $ 41,105 


*Restated. 


The Summary, page 31, and the Notes to Financial Statements, pages 36 to 41, are an integral 
part of this statement. 
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W.R. Grace & Co. and Subsidiary Companies 


Assets 


Liabilities 


Shareholders’ Equity 


Consolidated Balance Sheet 


In Thousands December 31, 


Current Assets 
Cash, including time deposits of $40,607 (1973-$28,013) 71,388 


Marketable securities, less allowances of $6,900 to approximate 
market value (1973 at cost, approximate market value $41,617) ... 87,436 


Notes and accounts receivable: 


94,187 


43,284 


Trade, less allowances of $15,074 (1973—$12,583) 443,754 375,443 
Other, less allowances of $2,107 (1973—$3,245) 62,908 56,521 
Inventories 680,987 498,839 
Prepaid expenses ... 33,878 24,425 
Total Current Assets 1,380,351 1,092,699 
Other Assets 
Investments: 
Less than majority owned companies .......-e0eeseeeresveees 37,162 34,837 
Occidental Petroleum Corporation 17,500 17,500 
Paruivicn) COMDNUONS Gh. ae's ens vhs tenadetnss sua b van oot - 23,600 
Long term receivables and other assets .........0sceeeeceeeeveee 104,262 80,176 
Goodwill, less amortization of $11,240 (1973—$9,885) ..........+55 66,456 63,942 
Tele Ciel ASSO i ree ccc he ee csr ae sce hs sear 225,380 220,055 
Properties and Equipment, at cost less accumulated depreciation 
and depletion of $584,878 (1973—$537,529) ......s.eeeeseeeeee 870,508 709,017 
$2,476,239 $2,021,771 
Current Liabilities 
ROCHE OCIS osc Cree esata Sones rein S's cla Rat bin all in OaeeRAl F ee ase $ 203,530 $ 140,723 
PROSE AVCIONN read fe etaisis snisi dae esl ee es cle orem ke gare 363,916 322,938 
U.S. and foreign taxes on income 94,479 54,349 
Ler CON ONE MODUNIBE Se Gro ee aise cane dant sit tanta cho anes cine 117,998 85,631 
RON Currant LismiSs oi ooh aa cecan inate cnicsc same 779,923 603,641 
Deferred Tees Or COIe .  o.5-sce i taeccneneeas ts kan cleces 61,371 40,675 
Deferred Revenue from Future Natural Resource Production . §0,000 - 
Foreign Social Law Obligations and Other Noncurrent 
De Nee nr Roce otic re antares ey) 49,911 35,059 
Ridley ewe DOE 5 3 oon cans son sp Wen ke ¥ valence Sas Sle one 643,099 541,632 
Equity of Minority Shareholders in Consolidated Subsidiaries 31,154 25,095 
1,615,458 1,246,102 
(per accompanying statement) 860,781 775,669 
$2,476,239 $2,021,771 


Restated. 


The Summary, page 31, and the Notes to Financial Statements, pages 36 to 41, are an integral 
part of this statement. 


W.R. Grace & Co. and Subsidiary Companies Consolidated Statement of Shareholders’ Equity 


In Thousands Years Ended December 31, 1973* and 1974 
Preferred Common Paid in Retained 
Stocks Stock Capital Earnings Total 
Balance at January 1, 1973 $ 29,790 $219,088 $472,212 $731,135 
Net income for the year 1973 - - 85,304 85,304 
Business combinations 712 2,032 ~ 2,744 
Exercise of stock options ... 3 378 381 
PUCCHSS Ot OKSTOITOd MOCKS 2 o-oo wie eae x nts Sule ena pu.eiibaiess (437) - 29 - (408) 
SENNOE as rads shee e eet CPR pone ates eesiltnicre aide demi abet - (526) (63) - (589) 
Dividends paid: 
RIES ain tc pitas mR Oo na pale SURES thie os Stn Lek ~ = = (728) (728) 
CMTE (RL DO PEF SUOIG! Fics. a5 cene acres ahaneTate nau ces se. - - - (41,886) (41,886) 
Pooled companies—prior to combination with the Company ..... - — ~ (284) (284) 
Balance at December 31, 1973 ................0000.000000e 9,608 29,979 221,464 514,618 775,669 
Net income for the year 1974 . - = = 130,558 130,558 
Business combinations ~ 263 207 - 470 
| Exercise Of Bock options 5 s<05:1.0' ceutrans sree Sed amore aa oe 1 35 - 36 
Rurchasa of preterned (stocks “ie cS ee wcss avs casae cess atuevecce (221) - 1 - (220) 
| be a een Ia set See seek . = 358 = 358 
: Dividends paid: 
PEBIQEIG © « vtoighee «nue x Be es ofhsa nid sis ass ox Oe eee - = - (700) (700) 
CANMON (Sl DER OOGSNCHBY sina ye pdics Weidsbr eeeeont tee ole - - - (45,390) (45,390) 
Balance at December 31, 1974 ....... 2.00... 60.0 c cece eee $ 9,387 $ 30,243 $222,065 $599,086 $860,781 
*Restated. 


The Summary, page 31, and the Notes to Financial Statements, pages 36 to 41, are an integral part of this statement. 
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W. R. Grace & Co. and Subsidiary Companies 


Note 1—General: 


Note 2—International Operations: 


Note 3—Business Combinations: 


Notes to Financial Statements 


(The Summary of Significant Accounting and Financial Reporting Policies, page 31, is an integral part 
of the financial statements and notes thereto.) 


(a) Change in Accounting Method 

In 1974, the Company adopted the last-in, first-out (LIFO) method of inventory valuation for sub- 
stantially all chemical operations in the United States to minimize the effect of inflationary 
inventory profits and more effectively match current costs with current revenues. Previously, such 
inventories were valued on several bases including first-in, first-out and average cost. This change, 
which had no effect on prior years’ earnings, reduced inventories by $30,133,000, net income by 
$13,971,000, and earnings per common and common equivalent share by $.44 (fully diluted $.38) 
in 1974. 


(b) Investments in Peruvian Companies 

On February 19, 1974, the United States and Peruvian Governments concluded an agreement 
whereby the Peruvian Government made a single payment to the U.S. Government as compensation 
for the claims of U.S. companies for properties or investments either expropriated or nationalized 

as of that date. As a result, in 1973, the Company wrote down its Peruvian investments and advances 
to net realizable value and the resulting loss was treated as a 1970 extraordinary item, the year in 
which The General Industry Law was issued and these subsidiary companies were deconsolidated. 
The net realizable value, which included the Company's share of the settlement reached between the 
U.S. and Peruvian Governments as well as other related approved remittances, was collected in 1974. 


{e) Investment in Occidental Petroleum Corporation 

The Company's investment in Occidental Petroleum Corporation (175,000 shares of $8.00 Preferred 
Stock constituting all of the issued and outstanding shares of this class which is redeemable at par 
no later than 1981) is carried at the redemption price. 


A summary of the operating results and financial position of the Company's operations outside the 
United States is set forth below: 


1974 1973 
Operating Results (In Thousands) 
Sales and Operating Revenues $1,306,044 $1,037,634 


$54,160 $43,845 


Operating Income after Taxes* 


Financial Position 
$ 900,618 $ 745,984 
535,066 414,235 


Investment in International Operations $ 365,552 $ 331,749 


*Computed before allocation of general corporate overhead and general corporate interest and in 
1974 after an additional $7,100,000 provision for possible assessments related to prior years" 
tax returns of certain foreign subsidiaries. 


The following is a summary of businesses acquired during 1974 and 1973 which for accounting 
purposes have been treated as poolings of interests transactions. The results of operations of these 
businesses are included in the consolidated financial statements for the entire year in which acquired, 
and the 1973 statements have been restated for comparative purposes. Certain adjustments have 
been made to the net assets of these acquired businesses to conform to the accounting practices of 
the Company. The effect of these adjustments upon previously reported consolidated earnings is 

not significant. 


W. R. Grace & Co. and Subsidiary Companies 


Note 4—U.S. and 
Foreign Taxes on Income: 


Note 5—Deferred Revenue from 
Future Natural Resource Production: 


Notes to Financial Statements 


Shares of 
Common Stock Results of Operations 
Line of Business Issued Prior to Combination 
Soles Net Income 
1973 1974 1973 1974 1973 


Natural Resources (oll, gas and coal 

exploration and production) $ 519,000 $ 9,027,000 $111,000 $1,204,000 
Fashion & Lelsure (automotive accessory 

manufacturers; toy, hobby and 

housewares distributors) E f 3,717,000 — 12,662,000 353,000 1,061,000 
Consumer Services (commercial real estate 

developers) i = - = an 


776,460 1,581,319 


Previously reported sales and operating revenues and net income in 1973 have been increased 
by $26,830,000 and $668,000, respectively, to give effect to the above 1974 business combinations. 
The following is a summary of businesses acquired in 1974 and 1973 which for accounting purposes 
have been treated as purchase transactions: 
Total 
Acquisition 
Line of Business Cost* 
1973 
Natural Resources $ 8,655,000 
Agricultural - 
Consumer Services hae - 
Packaged Foods 2,370,000 
Fashion & Leisure 1,469,000 
Industrial & Specialty 100,000 


$50,037,000 $12,594,000 


*Includes cash, notes and, in 1973, the fair value of approximately 16,000 shares of the Company's 
common stock. 


The Consolidated Statement of Income includes the results of operations of the above businesses 
acquired in purchase transactions from the effective dates of acquisition. The following table 
summarizes the combined results of operations on a pro forma basis as though these businesses were 
consolidated with the Company and its subsidiary companies as of January 1, 1973. 


1974 1973 
Sales and operating revenues ... 2... 0-2. sce eee e cree etneeees $3,513,455,000 $2,898,539,000 
Income before extraordinary items .........ecceeeeeever ences $ 134,340,000 $ 87,79. 


Nekincomerecctatss ee. Se oe Ss $ 134,340,000 $ 84,893,000 
Per common and common equivalent share: 
Income before extraordinary items 
SE OMG oie ee irae ear Ae taeceatp ecu a $4.24 32.79 


The Internal Revenue Service has completed examinations of the consolidated U.S. Federal income 
tax returns of the Company and its domestic subsidiaries for 1969 and prior years. During 1974, 

an additional $7,100,000 was provided for possible assessments related to prior years’ tax returns 
of certain foreign subsidiaries. 

Investment tax credits reduced the 1974 current tax provision by $3,265,000 (1973—$5,176,000). 
Additional foreign and United States taxes might become payable if undistributed earnings of foreign 
subsidiaries were to be paid as dividends, but such taxes, if any, have not been fully provided since 
a substantial portion of such earnings has been or will be reinvested for an indefinite period of 
time. The amount of unremitted earnings of foreign subsidiaries at December 31, 1974 is $137,000,000. 


In December 1974, the Company received $50,000,000 as the principal sum of proceeds from the 
sale of natural resources in advance of production, Repayment of this principal sum and financing 
costs will be made only from the proceeds generated by the sale of a portion of the production 
from certain dedicated properties that will be operated by the Company under the terms of this pro- 
duction payment agreement. It is currently estimated that this production payment will be liquidated 
by 1980. 
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W. R. Grace & Co. and Subsidiary Companies 


Note 6—Capital Stock: 


Note 7—Stock Options: 


Notes to Financial Statements 


The preferred stocks ($100 par) authorized, issued and outstanding are listed below: 


Shares 
Authorized Par Value of 
and Issued In Treasury Shares Outstanding 
(December 31, 1974) December 31, 
__1974 1973 
SR Comulative lcs s.ccec sees craves ce 40,000 14,298 $2,570,200 — $2,570,200 
8% Cumulative Class A (2) .... oan 50,000 14,223 3,577,700 3,685,400 
8% Noncumulative Class B (2) ........... 40,000 7,603 3,239,700 3,352,500 


(1) Eighty votes per share. 
(2) Eight votes per share. 


In 1974, the Company purchased 1,077 shares of 8% Cumulative Class A (1973—1,440 shares), 
1,128 shares of 8% Noncumulative Class B (1973—1,757 shares) and in 1973, 1,172 shares of 6% 
Cumulative preferred stocks. 

The Company's Certificate of Incorporation also authorizes 5,000,000 shares of a Class C 
preferred stock, without par value, none of which has been issued. 

The holders of common stock are entitled to receive dividends, when and as declared by the 
Board of Directors, after prior and current year dividends on the 6% Cumulative and 8% Cumulative 
Class A preferred stocks and current year dividends on the 8% Noncumulative Class B preferred 
stock have been paid or accrued. Upon liquidation, after the payment of the par value of the pre- 
ferred stocks and the dividends referred to above, the remaining net assets of the Company are 
to be distributed pro rata to the holders of common stock. 

The authorized common stock of the Company is 50,000,000 shares ($1 par). Of the unissued 
common stock, approximately 8,728,000 shares may be issuable upon conversion of various con- 
vertible debt obligations, exercise of stock options and granting of stock awards, and as provided for 
in various acquisition agreements. These agreements provide for payments in stock in the years 1975 
through 1981, the number of shares to be determined in accordance with prescribed formulas. Based 
upon these formulas, it is estimated that at December 31, 1974 the Company is committed to issue 
approximately 1,766,000 shares of its common stock. 

The average number of shares of common stock used to compute earnings per common and 
common equivalent share was 32,003,000 (1973—30,126,000 shares) including 1,767,000 common 
equivalent shares (1973—218,000 shares). The average number of shares of common stock used 
to compute earnings per common share assuming full dilution was 36,684,000 (1973—36,254,000 
shares). 


The changes in the Company's common stock options outstanding during 1974 and 1973 are 
summarized below: 


1974 1973 

Number Average Number Average 

of Shares Price of Shares Price 

Balance at beginning of year ...........+-02.0005 1,048,366 $26.43 863,770 $27.34 

Dlidns roma aces hoaite acs ho aes sa kawe ecaeae ets 274,450 25.42 262,150 24.70 
1,322,816 1,125,920 

KORMMMNS RBICIO PoE Bocscae cits situ le cer enero (1,500) 22.88 (2,713) 22.88 

Options terminated or cancelled ... (54,416) 27.28 (74,841) 30.99 

Baldnicautend of year i595 50 5 6.05. S2EG eb eawe 1,266,900 26.16 1,048,366 26.43 


In 1973, the Board of Directors and the shareholders of the Company approved the 1973 Stock 
Incentive Plan, which authorizes the grant of stock incentives covering a maximum of 900,000 shares 
of common stock to key employees. Stock incentives granted under this plan may be in the form of 
awards in payment of incentive compensation, options to purchase common stock, or ina combination 
of the two, 

At December 31, 1974, options for 431,392 shares (1973—333,985 shares) were exercisable and 
535,744 shares (1973—755,778 shares) were available for granting of additional options and stock 
awards. In addition, 98,806 shares were available to cover options which may be assumed or granted 
in lieu of existing options granted by companies which may be acquired. 


W. R. Grace & Co. and Subsidiary Companies 


Note 8—Disposal of Businesses: 


Notes to Financial Statements 


Interest Years of December 31, 
Long Term Debt Rates Maturity 1974 1973* 
W. R. Grace & Co. (In Thousands) 
Promissory notes (1) ....+-+-++++ese0% 5to8.75% 1974-95 $ 261,808 $ 191,280 
Revolving term loan (2) ..... prime 1976-80 60,000 70,000 
Subordinate debentures (3) . 65 1982-96 100,000 100,000 
Subordinate debentures (4) . 4.25 1976-90 61,677 61,678 
Sundry indebtedness ... 4109.5 1974-98 46,736 34,040 
Debentures ........ 5.75 1974-80 11,542 13,966 
Debentures (4) aos ose aces cjccsnca cee 5 1976-86 14,996 14,996 
556,759 485,960 
Subsidiary companies (5) 
Jacques Borel International ........... 10 1974-94 44,201 30,702 
W. R. Grace Land Corporation (6) ..... 97 1974-84 40,844 17,690 
CRE), Me spegagestrels vance ier anes 74 1974-88 32,144 38,659 
673,948 573,011 
Amount due within one year (7) .......... (30,849) (31,379) 
$ 643,099 $ 541,632 


(1) In June 1974, the Company entered into loan agreements with several insurance companies 
that provide for borrowings in the aggregate of $101,750,000, repayable at various dates through 
March 1, 1995. 


(2) In December 1972, the Company entered into an eight year term loan agreement under which 

it may borrow on a revolving basis up to $100,000,000 until December 1975. These borrowings bear 
interest at the prime rate for the first three years, after which the interest rate is increased to a 
maximum of /2% over the prime rate. Outstanding borrowings in December 1975 are repayable in 
five equal annual installments in the years 1976 through 1980, 


(3) Convertible into one share of W. R. Grace & Co. common stock for each $29.625 principal 
amount. 


(4) Convertible into one share of W. R. Grace & Co. common stock for each $60.69 principal amount. 
(5) Weighted average interest rates. 

(6) Secured solely by real estate development properties. 

{7) Included in current liabilities under loans payable. 


*Restated. 


In 1974, the Company sold and provided for losses on disposals of certain investments and consumer 
operations as follows (in thousands): 


Losses, net of gains, and provision for loss upon disposition of certain: 


U.S. packaged foods operations ............ececeeeeseeeeeeeeees $12,076 
Consumer services businesses ... 2,158 
Other transactions, net ........... 3,105 

$17,339 


As of October 1, 1973, the Company adopted the provisions of Accounting Principles Board 
Opinion #30, “Reporting the Results of Operations", which changed the criteria for classifying the 
components of net income and prohibited restatement of prior years’ results of operations. The 
above transactions, as well as 1973 provisions for similar losses amounting to $4,426,000, subsequent 
to adoption of the Opinion, have been included in determining income before extraordinary items. 
Had this Opinion been in effect commencing January 1, 1973, net income for 1973 would have been 
the same and the following items would not have been classified as extraordinary items: 
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Note 9—Retained Earnings: 


Note 10—Foreign Currency 
Exchange Adjustments: 
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Notes to Financial Statements 


1973 Gross 
Sale and liquidation of certain European Wide ca 
packaged foods operations ...........0eeeee eee eeeee $ (2,045) $ 2,476 
liquidation of rigid packaging operation ............0.505 1,844 (729) 
Corporate headquarters relocation 2,054 (986) 
Other nonrecurring transactions, net 4,74) (1,078) 
6,594 (317) 

Intraperiod tax effect of extraordinary items 

and other tax adjustments ........0ceccecesceeecseeee _ (3,375) 
$ 6594 $ (3,692) 


Net 


Tax Effect Loss (Gain) 


Retained earnings include $6,278,000 set aside by foreign subsidiaries, principally as required by 
statute, $12,098,000 of undistributed earnings of less than majority owned companies and approxi- 
mately $20,500,000 transferred to capital stock accounts on the books of subsidiary companies. 
Parent company unappropriated retained earnings at December 31, 1974 amounted to 
$457,964,000, of which $89,000,000 were free of the restriction on payment of cash dividends imposed 


by the terms of the most restrictive of the Company's loan agreements. 


Foreign currency exchange adjustments amounting to a net loss of $4,256,000 originated during the 
year (1973—$6,239,000 net gain). In accordance with the Company's policy, a net unrealized 
exchange loss of $1,673,000 from the translation of indebtedness incurred to finance additions to 
properties and equipment and certain permanent investments was deferred at December 31, 1974 
(1973—$1,985,000). There were no unrealized gains on unmatured forward exchange contracts 

at December 31, 1974 (1973—$2,269,000). Exchange adjustments taken into income in 1974 from 
the translation of other accounts and from completed transactions amounted to a net loss of 
$2,864,000 (1973—$5,400,000 net gain), including amortization of $281,000 (1973—$555,000) of 


net unrealized exchange losses deferred in previous years. Cumulative deferred exchange 


adjustments at December 31, 1974 of $4,067,000 (1973—$2,675,000) are included in “Long term 


receivables and other assets”. 


December 31, 
Inventories 1974 1973* 
{In Thousands) 
Raw ond ipatkaghs materiateniccreeeplies she aatiauccomenthone scene $ 184,483 $ 132,516 
In Promeeh se ai..i/o3 02 fos ores 40,899 34,860 
Finished products 388,128 300,746 
Real estate development properties ..........cceseeceeeeeeeeeeees 67,477 30,717 
$680,987 $_ 498,839 
At December 31, 1974, inventories valued on the LIFO method amounted 
to $111,152 which was approximately $30,193 less than current 
replacement value. 
Properties and Equipment 
Pano uige tia peas ared os saiale tcp edts cence ta esengeamty s $ 77,089 $ 76,597 
Producing and undeveloped mineral properties ..............0-+005 116,428 40,932 
Bisileliniigs © ertni oot Soimsahbaiess eividale ce Meida area 330,843 309,698 
Machinery, equipment, etc. . < 831,985 780,171 
Projects onder consinchotin: o<) Siivscnaraes teh otcettacesaaneoswe 99,041 39,148 
1,455,386 1,246,546 
Accumulated depreciation and depletion ............0c0ceeeeeeeees (584,878) (537,529) 
$ 870,508 $ 709,017 


*Restated. 


W.R. Grace & Co. and Subsidiary Companies 


Notes to Financial Statements 


Note 11—Lease Obligations: 


Note 12—Commitments and 
Contingent Liabilities: 


Report of Independent Accountants 


Total rental expense amounted to $53,003,000 (1973—$46,384,000). At December 31, 1974, the 
Company and its consolidated subsidiaries were obligated under noncancellable leases for minimum 
(or expected) annual rentals subsequent to 1974 as follows (in thousands): 


Corporate Machinery 
Headquarters and 
and Other Transportation Retail and Other 
Office Space Equipment Minimum Expected 
$ 8,319 $12,018 $17,846 $20,400 
8,156 10,362 16,168 18,800 
8,699 8,952 15,362 18,100 
8,268 7,549 14,787 17,700 
3 7,826 5,188 14,600 17,600 
1980-1984 30,839 17,375 64,728 80,400 
1985-1989 30,002 3,101 50,976 64,000 
1990-1994 ..... 29,948 70 38,163 47,000 
Remaining years 49,074 - 19,995 22,900 


Certain leases contain escalation clauses relating to increases in real estate faxes, main- 
tenance costs and, in certain cases, to increases in sales. Additionally, there are existing renewal 
options at fair values for a substantial portion of the leased properties. 


At December 31, 1974, the unfunded amount of prior service pension costs was estimated to be 
$19,766,000 but the assets of the pension funds exceeded the actuarially computed value of vested 
benefits. 


The amounts charged to income for pension plans as well as profit sharing and related plans were 
as follows: 


1974 1973* 
PORMON lene hs de tiateteon swe onan tale tam. ce Mnleats econ tials $13,627,000 $10,668,000 
Profit sharing ‘ond related plans cs. 5 cee seca ww.ccwcacececbuw tees 1,837,000 1,822,000 


*Restated. 


There are various lawsuits, claims, commitments and contingent liabilities which are not expected 
to have any material adverse effect on the consolidated financial position or results of operations. 


Price Waterhouse & Co. 
60 Broad Street, New York 10004 


To the Shareholders and Board of Directors of W. R. Grace & Co. 


We have examined the consolidated balance sheets of W. R. Grace & Co. and its subsidiary 
companies as of December 31, 1974 and 1973, and the related consolidated statements of income, 
shareholders’ equity and changes in financial position for the years then ended. Our examinations 
were made in accordance with generally accepted auditing standards and accordingly included 

such tests of the accounting records and such other auditing procedures as we considered necessary 
in the circumstances. 


As described in Note | of the Notes to Financial Statements, the Company changed its method of 
valuing certain inventories in 1974; in addition, the reporting criteria for determining extraordinary 
items were changed as of October 1,1973 as described in Note 8. 


In our opinion, the accompanying consolidated financial statements examined by us present fairly 

the financial position of W. R. Grace & Co. and its subsidiary companies at December 31, 1974 and 
1973, the results of their operations and the changes in financial position for the years then ended, 

in conformity with generally accepted accounting principles consistently applied during the period 
except for the changes, with which we concur, described in the preceding paragraph. 


[vie tart Lo 


February 28, 1975 
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Management Discussion and Analysis of the 
Earnings Statistics (1972-1974) 


Sales and operating revenues increased 22% in 1974 and reached record 
levels. As was the case in 1973, when sales improved 20%, all lines of business 
contributed to this increase. Industrial and specialty chemicals were par- 
ticularly strong, increasing $317 million or 54% over the two-year period, while 
agricultural chemical sales increased $221 million or 78% as a result of 
increased demand and higher prices for fertilizer products. 


Other income increased by 25% in 1973, due primarily to interest income which 
rose because of higher interest rates and an increase in the level of temporary 
investments. 


The Company's equity in the earnings of less than majority owned companies 
increased in 1973 by more than 50% over the prior year, primarily as a result of 
improved earnings in certain agricultural and natural resource affiliates. 


Costs and expenses increased 18% in 1973 and 19% in 1974. The correspond- 
ing percentage increases in sales and revenues were higher due to improving 
profit margins in chemical activities. Interest expense increased 28% and 33%, 
respectively, as a result of higher borrowing levels and higher interest rates. 


Income applicable to minority shareholders increased from $3.8 million in 1973 
to $6.2 million in 1974, attributable to the increased level of earnings of a 
French subsidiary engaged in agricultural chemicals. 


The analysis of “Losses, net of gains, on disposal of businesses” is set forth in 
Note 8 of the Notes to Financial Statements. 


Depreciation and depletion increased by $13.3 million or 20% in 1974, resulting 
from increased capital spending programs in both 1973 and 1974. Capital 
expenditures in 1974 totaled $277 million, of which $212 million or 77% related 
to chemical and natural resources activities. This was up from $157 million 

in 1973 and $133 million in 1972. 


U.S. and foreign income taxes increased both in 1973 and 1974, largely due to 
the improvement in pre-tax earnings. Additional factors in 1974 were a reduction 
in investment tax credits in the United States and a provision of approximately 
$7.1 million which was established for possible assessments related to prior 
years’ tax returns of certain foreign subsidiaries. 


Income before extraordinary items, which had reached an all-time high in 

1973, achieved a new record in 1974. The percentage improvement in both 
years was 39% and 48%, respectively. In both years major improvements 
occurred in each chemical activity as well as in natural resources. Total earn- 
ings for the chemical and natural resources units almost tripled between 1972 
and 1974, increasing from $63.9 million to $180.3 million. Income from consumer 
businesses on the other hand was essentially level in 1973 and declined by 

$7.3 million in 1974, Many of these businesses were adversely affected by the 
recession which commenced during the second half of 1974 and by the 
severe inflation which prevailed throughout the year. The Letter to Shareholders 
sets forth the steps we have taken and will be taking to improve the per- 
formance of these activities. 


1973 1972 1971 1970 

‘Soles ond operating revenues __—* $2,807,890 $2,043,429 $2,072,731 $2,005,144 
Income before extraordinary Items 87,538 62,412 48,301 51,630 
Per share 2.96 2.10 1.68 1.78 
Net income 84,636 65,644 42,106 20,779 
Per share 2.86 2,21 1.46 7 
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Ten-Year Financial Summary* 
($ Thousands except per share) 


Earnings Statistics 
Sales and operating revenues 


Other income 


Equity in earnings of less than majority owned companies 


Costs and expenses 


Interest expense 


Income applicable to minority shareholders 


Losses, net of gains, on disposal of businesses 
Income before depreciation and depletion and taxes 
Depreciation and depletion 


U.S. and foreign income taxes 
Income before extraordinary items 
Extraordinary items** 

Net income 


Financial Position 


Cash and marketable securities 
Notes and accounts receivable—net 


Inventories 


Current liabilities 


Working capital 


Properties and equipment—net 

Long term debt 

Minority interest 

Shareholders’ equity—common stock 


Data Per Common Share 

Earnings per common and common equivalent share: 
Income before extraordinary items 
Extraordinary items 
Net income 

Earnings per common share assuming full dilution: 
Income before extraordinary items 
Net income 

Cash dividends per common share—Company 

Shareholders’ equity per common share 


Average number of common and common 
equivalent shares (millions) 


Other Statistics 
Working capital provided by operations 
Cash dividends on common stock 


Capital expenditures 


Current ratio 


Debt ratio 


Number of common shareholders 
Number of employees 


The data for the years 1973 through 1970 have been restated 
to include all businesses acquired in poolings of interests 
tranactions. The data for the years 1969 and 1968 have been 
restated to include all poolings of interests in the years 

1969 through 1972 and 1967 has been restated to include all 
poolings of interests in the years 1968 through 1971. Amounts 
previously reported In 1973 are shown In the table to 

the left (dollars In thousands except amounts per share). 


1974 1973 1972 1971 1970 1969 1968 1967 1966 1965 
$3,472,291 $2,834,660 $2,368,229 $2,093,447 $2,056,451 $2,121,792 $2,067,677 $1,905,803 $1,586,880 $1,097,377 
17,712 18,688 14,995 16,070 17,75) 17,440 19,122 14,618 13,670 11,124 
7,641 6,680 4,409 3,668 3,245 4,493 3,926 §,214 1,678 1,415 
3,070,863 2,569,403 2,170,117 1,920,320 1,881,233 1,938,522 1,850,367 1,699,123 1,399,714 965,674 
67,155 50,395 39,424 38,950 43,425 47,222 43,701 40,619 34,036 24,760 
6,190 3,785 2,653 2,352 3,838 5,692 9,076 7,954 4,935 1,577 
17,339 4,426 - = = = - - = - 
336,097 232,019 175,439 151,563 148,951 152,289 187,581 177,939 163,543 117,905 
81,402 68,118 63,405 59,778 60,375 68,185 70,927 67,299 56,029 43,901 
124,137 75,695 48,786 43,228 36,622 36,671 47,126 47,745 37,199 24,937 
130,558 88,206 63,248 48,557 51,954 47 433 69,528 62,895 70,315 49,067 
- (2,902) 3,232 (6,195) (30,851) 14,356 (25,980) 3,996 2,597 10,357 
130,558 85,304 66,480 42,362 21,103 61,789 43,548 66,891 72,912 59,424 
$ 158,824 $ 137,471 $ 142,350 $ 105,645 $ 85,495 $ 108,859 $ 135,582 $ 130,293 $ 122,011 $ 108,160 
506,662 431,964 379,656 338,766 336,145 348,975 331,203 312,530 309,443 196,970 
680,987 498,839 414,921 382,002 365,520 399,797 381,790 344,947 308,228 206,885 
779,923 603,641 509,936 416,467 465,583 456,735 502,726 412,879 412,300 269,854 
600,428 489,058 447,953 429,256 342,891 420,270 365,292 388,364 337,704 250,174 
870,508 709,017 658,697 606,206 602,109 672,757 770,303 740,731 687,028 553,905 
643,099 541,632 491 867 486,365 411,998 441,070 494,928 524,407 459,372 388,911 
31,154 25,095 25,493 19,666 15,844 27,752 68,416 63,718 57,904 20,625 
851,394 766,061 721,090 687,910 674,418 687,058 647,327 631,574 589,166 474,243 
$ 4.12 $ 2.90 $ 2.08 $ 1.64 $ 1.74 $ 1.63 $ 2.59 $ 2.34 $ 2.82 $ 2.83 
- (.09) WW (.21) (1.08) 52 (1.00) AS AW 61 
4.12 281 2.19 1,43 66 2.15 1.59 249 2.93 3.44 
3.74 261 1.92 1.60 1.69 1.59 2.45 2.24 2.65 2.68 
3.74 2.53 2.01 1.41 73 2.06 1.55 2.38 2.75 3.24 
1,525 1.50 1,50 1.50 1.50 1.50 1.45 1.38 1.28 1.18 
28.15 25.55 24.21 23.64 23.35 24.50 24.60 25.38 25,73 27.68 
32.0 30.1 30.1 29.1 28.5 277 25.8 25.7 24.0 17.0 
$ 232,282 $ 176,496 $ 137,362 $ 120,664 $ 123,346 $ 124,852 $ 153,435 $ 139,435 $ 135,355 $ 97,534 
45,390 42,170 38,372 35,489 33,007 31,863 29,448 29,059 25,517 19,646 
276,585 157,169 133,078 98,007 116,226 141,806 136,243 129,863 157,527 154,784 
1.8:1 1.8:1 1.9:1 2.0:1 17:1 1.9:1 7:1 1.9:1 1.8:1 1.9:1 
43% 41% 40% 41% 37% 39% 43% 45% 43% 44%, 
54,273 51,989 49,355 47,590 49,646 49,835 48,636 48,247 46,617 45,053 
74,800 73,400 72,400 66,500 66,000 72,100 80,200 78,200 75,000 57,600 
1972 1971 1970 
**The extraordinary Items Pre-tox After-tax Pre-tox After-tax Pre-tax After-tax 
Crake eit following.” Sales end ebandonments ofbusinesses ond lnvesiments _$ (17,081) § (10,794) __$ (11,516) $ (5,707) _$ (25,252) __$ (15,718) 
Sale of Chemed Corporation capital stock 12,108 8,418 - - - - 
Write down of Peruvian investments - - - - (14,724) (15,248) 
Intraperiod tox effect of extraordinary Items and other 
tax adjustments - 5,610 - (488) - us 
$ (4,973) $ 3,232 $11,516) $ (6,195) $ (39,976) _$ (30,851) 
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Despite unsettled 
economic conditions 
around the world, 
Grace's international 
business had 
a great year in 1974. 
For us in Europe, 
tout va bien. 


At our main research 
center in Maryland and 
in other laboratories 
around the world, 
new products are born 
and others are adapted 
to changing needs. 
And sometimes 
entirely new technologies 
are created. 

Our work is Grace's 
scientific insurance 
for the future. 


Let’s face it: The only 
way to overcome 
the energy shortage 
is to find and 
develop our own 
natural resources 
right here in the U.S.A. 
At Grace, 
we’re doing just that. 


Our consumer 
products and services 
bring pleasure 
into your life. 
From sports 
to restaurants 
to fashion, 
Grace specialists 
help you 
get greater value 
and better performance 
for every dollar 
you spend. 


